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legislation to achieve the same end, for it both insures prosecution, and 
by its injunction, obviates the necessity for repeated indictments. 

Fundamentally this legislation is preventive and not penal. For 
although the order for abatement prescribes the closing of the premises 
and the sale of the i)ersonalty found therein, nevertheless the premises 
and property are almost invariably subject to release upon the payment 
of costs by the owner and upon filing of sufBcient security to insure good 
behavior.-- In reality the injunction and abatement together merely 
serve to bind the defendant over to keep the peace. Legislation of this 
type cannot seriously endanger the right of jury trial, nor tend to 
revolutionize equity traditions. Such is the sensible conclusion of the 
American courts. 



The Edge Export Finance Act.— The close of the war finds the United 
States for the first time in its history an investing nation, prepared to 
take its place with France and England in the financing of undeveloped 
countries in South America and Asia. Moreover, the progressive depre- 
ciation of the currencies of Europe in terms of dollars has seriously 
impaired the purchasing power of our European customers. To meet 
the threatened contraction in our foreign trade and to provide the 
machinery for American participation in international credit operations 
the recent Edge Act has been passed, amending Section 25 of the Federal 
Reserve Act.^ 

Section 25 previously made certain limited provisions for foreign 
banking. It authorized national banks with capital and surplus of a 
million dollars or more to establish foreign branches, and to invest up to 
ten per cent, of their capital and surplus in any American corporations 
engaged in international banking.* But the financial situation is such 
to-day that European merchants need more than the ordinary short-time 
credits, if they are to continue purchasing in this coimtry. To provide 
the needed long-term credits, the Edge Act projects two mechanisms.^ 
On the one hand, it permits the erection of corporations to engage in 
regular commercial banking abroad in connection with foreign business. 
On the other hand, it provides for investment corporations which will 
accept from prospective foreign buyers collateral security in the form of 
high-grade foreign bonds or mortgages of realty. Against these they 
will sell their own debentures to the American investor, the proceeds of 
which will enable the corporations to discount the foreigners' long bills, 
thus securing for the American exporter immediate cash payment. 

The Federal Eeserve Act is inadequate to provide this machinery for 
long credits. Federal Eeserve Banks are prohibited from re-discount- 
ing foreign acceptances with more than ninety days to run;'' member 
banks may not accept bills arising out of foreign trade of more than 

"There is no provision for release in the North Dakota Statute, supra, 
footnote 1. 

'Pub. Laws No. 106, 66th Congr., 1st Sess. Approved Dec. 24, 1919. 

'(1916) 39 Stat. 755, U. S. Comp. Stat. § 9745. 

^Hearings before the Committee on Banking and Currency of the House 
of Representatives on S. 2472 (1919) 78. 

'(1916) 39 Stat. 752, U. S. Comp. Stat. § 9796(4). 
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six months usance.' Moreover, national banks, handling short-term 
credits, are enjoined from extending credit on real estate.^ 

There has been some experience with corporations similar to those 
authorized by the Edge Act. The British and Swiss "investment 
trusts" and the Dutch Administratiekantoors have for years successfvdly 
conducted such investment business.'' During the war, the War Finance 
Corporation was authorized to advance credits on exports either to 
bankers, who in turn assisted exporters, or to the latter directly. Five 
years was set as the limit of credit.^ There are some eight institutions 
holding state charters engaged in such business.^ But it is urged that 
a Federal charter will give these investment corporations additional 
prestige.^" Moreover, whenever national banks hold shares in such 
state corporations, as they may under Section 25 of the Federal Ke- 
serve Act, the corporations must comply with the r^ulations of the 
Federal Reserve Board.** This involves the inconvenience of dual con- 
trol And finally, state banking laws may except Federal corporations 
from certain phases of state control which are exercised over corpora- 
tions of other states establishing branches within the jurisdiction.** 
Beyond such advantages, the Edge Act projects nothing which is not 
possible under state laws. 

The distinctive powers granted to Edge corporations are enumerated 
in Subsection (a) of the Act. No limitation of usance or amount is 
set up upon the acceptance of bills except the discretion of the Federal 
Eeserve Board.*^ Debentm:es and bonds may be issued to ten times the 
capital and surplus of the corporation against security approved by the 
Board. In order to enable the corporations to compete successfully 
with foreign organizations,** the sweeping grant is made of any power 
deemed by the Eeserve Board to be usual in connection with financial 
transactions with foreign countries. And to bring the Edge corpora- 
tions beyond peradventure of doubt within recognized .constitutional 
grants of power, it is provided that upon request of the Secretary of 
the Treasury, they may act as fiscal agents of the United States.** 

•(1917) 40 Stat. 235, U. S. Comp. Stat. § 9796(5). 

•(1864) 13 Stat. 107 § 28, U. S. Comp. Stat. § 9674. 

'As a measure to aid in placing domestic capital in foreign enterprise 
they are particularly useful. On the British "investment trusts," see Mead, 
Corporation Finance (1917) 372. A recent English trust, the Overseas 
Trade Corporation, has a capital of £50,000,000. Hearings before the Com- 
mittee on Banking and Currency of the Senate on S. 2472 (1919) 19. 

•(1919) 40 Stat. 1313 § 21(a), U. S. Comp. Stat. § 3115 | k(l). 

"Hearings before the House Committee, supra, footnote 3, p. 24. 

"Hearings before the Senate Committee, supra, footnote 7, p. 23. 

"(1916) 39 Stat. 755, U. S. Comp. Stat. § 9745. 

''Hearings before the House Committee, 54, 81. Cf. N. Y. Banking Law, 
Laws 1914 c. 369 § 145. 

"Section 13 of the Federal Reserve Act, as amended, limits the accept- 
ances of member banks to fifty per cent, of their capital and surplus, except 
where the Board in its discretion raises the limit to one hundred per cent. 
(1917) 40 Stat. 235, U. S. Comp. Stat. § 9796(5). 

"Hearings before the Senate Committee, 23. 

"Hearings before the House Committee, 51. 



610 COLUMBIA LAW REVIEW 

They may receive deposits abroad, and in this country when 
"incidental to foreign trade." The definition of this phrase will raise 
the same difficulties as the definition of "interstate commerce".^* But 
although deposits in the United States are permitted, — and the cor- 
poration must carry ten per cent, reserve against these, — the share- 
holders in the Edge corporation are not subject to the double liability 
of stockholders in national banks.^^ The Senate Bill provided for such 
double liability; but the clause was stricken out in the House.^* The 
recent McLean-Platt Act, permitting national banks to invest in such 
corporations," might well be rendered without effect if national bank 
stockholders were subjected to the double liability a second time. 

Following the policy of the Webb-Pomerene Act, which facilitated 
combinations of exporters for foreign trade,-" the Edge Act permits 
directors of member banks which invest in Edge corporations to 
serve as directors of the latter ;2i and directors of Edge corporations 
may serve as directors of companies in which their corporation has 
invested. Beyond this the provisions of the Clayton Act apply to 
prevent interlocking directorates.^ This consideration leads us im- 
mediately to Subsection (c) of the Edge Act, which permits Edge 
corporations to invest not more than ten per cent, of their own capital 
and surplus (banks are permitted fifteen per cent.) in the stock of any 
other corporation organized under the Edge Act, in any foreign or 
state corporation, except one engaged in a domestic business or one 
with which it is in substantial competition. It was suggested that 
thus ten Edge corporations might hold stock in each other, effecting 
a huge export monopoly.^^ But if as a result there should be any 
control or fixing of prices, the scheme would be clearly illegal under 
existent laws. 

Finally it is provided that a majority of the stock of an Edge- 
corporation must be "held and owned" by American citizens or cor- 
porations. "Whether this language will be construed to exclude bene- 
ficial controlling interests in foreign hands, under cover of a trust in 
the name of a citizen, remains to be seen. 

The actual efficacy of the Edge Act is, of course, problematic. 
There is no Governmental participation in the scheme.** The provi- 
sions for unlimited supervision by the Federal Reserve Board are calcu- 

"(1917) 17 Columbia Law Rev. 562. 

"Cf. (1913) 38 Stat. 273, § 23, U. S. Comp. Stat. § 9689. 

'^It was argued in both the House and Senate that these corporations 
were not strictly banks of deposit, so that the provision was not necessary. 
(1919) 58 Congr. Record 5070-72, (Governor Harding). 

"Publ. Laws No. 48, 66th Congr., 1st Sess. Approved Sept. 17, 1919. 

="(1918) 40 Stat. 516, U. S. Cpmp. Stat. § 883654- 

"(1919) 58 Congr. Record 4956 restates the provisions of the Federal 
Reserve Act, (1916) 39 Stat. 756, U. S. Comp. Stat. § 9745. 

-(1914) 38 Stat. 732 § 8, as amended (1916) 39 Stat. 121, U. S. Comp. 
Stat. § 8835h. See (1919) 58 Congr. Record 4955.- 

=^Mr. Wingo (Arkansas), Hearings before the House Committee, 66. 

"In fact, the Edge Act, ad finetii, makes it a felony to represent in any- 
way that the United States is liable for the payment of any obligation, or 
incurs any liability in respect of any act or omission of such a corporation. 
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lated to inspire public confidence; but ultimately the success of the Act 
must depend on the confidence of the American investing public in 
European credit.^"* The success of the War Finance Coiyoration was 
not brilliant;-* but perhaps circumstances prevented a fair test of the 
plan. So far no corporation has been formed nnder the Edge Act; 
there are recent rumors of a himdred million dollar syndicate. The 
Edge Act provides the mechanism ; whether it can satisfy the needs of 
the United States for export credit remains to be seen.^^ 

''See Federal Reserve Bulletin, Jan. 1920, pp. 5, 6. 

"According to Mr. Eugene Meyer, Jr., Manager of the Corporation, it 
has made loans of only thirty million dollars. 

"See (1919) 14 The Times Annalist 739, where the economic theories 
underljing the Act are criticized, and it is suggested that France is not 
eager to avail itself of further American credits, piling up her own indebt- 
edness. 



